Equity exchanges are sprouting in developing countries due to the privatization of state-owned enterprises. China officially opened its first recognized stock exchange, the Shanghai Security Exchange in December, 1990 and a few months later the Shenzhen Stock Exchange opened. This paper compares the micro-structure of the equity markets in China, Hong Kong, and Taiwan.
Introduction
Equity exchanges are sprouting in developing countries due to the privatization of state-owned enterprises. China officially opened its first recognized stock exchange, the Shanghai Security Exchange in December, 1990 and a few months later the Shenzhen Stock Exchange opened. This paper compares the micro-structure of the equity markets in China, Hong Kong, and Taiwan. Data and analysis are obtained through Bloomberg's financial online service. Bloomberg provides 24-hour, instant and current financial, economic and political information covering markets around the globe. It also provides analytics, historical data, up-to-minute news reports, economic statistics and political commentaries. Constant upgrades and enhancements of the system are some of the most valuable attributes of the Bloomberg service.
Profiles of Three Stock Markets
Emerging markets share of total world market capitalization is 13%. China and Taiwan's shares of total emerging market capitalization are 2.3% and 12.8%, respectively. Hong Kong is listed under developed markets and its share in the total developed market capitalization is 1.8%. Table 1 reports the market size, number of firms listed, turnover ratio, and P/E ratio of each market. The same statistics of the New York Stock Exchange (NYSE) in the U.S. are also reported for comparison. Table 2 summarizes the profiles of each market. The Table shows the stock exchanges in each country, the hours of operation, the type of trading system employed, a list of stock market indices, settlement and transfer information, types of securities traded on the exchanges, tax implications for foreign investors, reporting requirements, and investment regulations.
Characteristics of Three Stock Markets
The two stock exchanges in the Greater China, the Shanghai Securities Exchange and the Shenzhen Stock Exchange, have relatively short trading hours (9:30 A.M. to 11:00 A.M. and 1:00 P.M. to 3:00 P.M.) as compared to the New York Stock Exchange's 6 hour trading day. The Taiwan Stock Exchange also has limited trading hours (9:00 A.M. to 12:00 Noon, Monday through Friday, and 9:00 A.M. to 11:00 A.M. on Saturday) in comparison to the NYSE. China has developed a security Trading Automated Quotation System which has equivalent trading hours to the NYSE.
Various types of securities are traded in all exchanges which include common and preferred shares, government and corporate bonds, convertibles, rights and warrants. However, in China, common shares are divided into A shares and B shares. A shares which include state, enterprise and individual shares can be traded by domestic investors. Foreign investors can only trade in B shares. B shares are traded in U.S. dollars on the Shanghai Securities Exchange and in Hong Kong dollars on the Shenzhen Stock Exchange.
Commissions are lowest in Taiwan. For shares traded on the Taiwan Stock Exchange, brokers charge 0.1425% of the amount traded. In Hong Kong, brokers collect a minimum of 0.25% on the sale of shares. The commissions are collected by brokers at Shanghai Stock Exchange is 0.5% of transacted value. On the Shenzhen Stock Exchange, the brokerage commission is 0.4% for A shares and 0.6% for B shares.
Conclusion
For a foreign investor, the markets in Hong Kong contain the least restriction and are the most accessible. Both China and Taiwan impose restrictions on foreign investment. China restricts foreign investment by only allowing the purchase of B shares Chinese exchanges, while Taiwan limits foreign investors to only four investment funds. China also allows for higher commissions on foreign investor purchases. In addition, Non-Chinese investors in  shares may be subject to a 20% withholding tax on that portion of dividend income that exceeds the People's Bank of China's one-year rate for the same period.
In Taiwan, dividends are subject to a 20% withholding tax if the investment is approved under the Statute for Investment by Foreign Nation and 35% if it is not. At the time of repatriation of income or capital, non-Taiwanese investors need to register with or gain permission from the Taiwanese Central Bank, which may restrict the timing of exchange release.
These discriminatory measures can be expected to have a negative impact on foreign capital inflows and to http://journal.julypress.com/index.php/iref Vol. 1, No. 1; December, 2017 reduce the liquidity of these markets. The impact on the prices of shares and potential rates of return cannot be positive from these restrictions since, all else constant, lower demand implies lower price. It may be, however, that the inherent potential in these growing markets from recent political and economic changes may create high rates of return, despite the restrictions on capital flows. There are also other alternatives for capital inflows to direct stock investment, such as Foreign Direct Investment (FDI). FDI, in turn, may well flow through to higher stock prices. 
